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FEDERAL HOME LOAN BANK BOARD
Revised guidelines for the marketing of retail repurchase agreements have been
issued by the FHLBB's Office of Examinations and Supervision, according to
a 9/9/91 FHLBB News Release. The revised guidelines are set forth in
Memorandum R-51a, dated 9/9/81, which supercedes Memorandum R-51, which was
issued on 5/8/81. The revised guidelines clarify the issuing institutions
disclosure responsibilities. They note that an issuing institution that
does not meet its regulatory net worth requirement should make appropriate
disclosure of its financial condition to potential purchasers of retail
purchase agreements. For additional information contact Bob Moore at
202/377-6677.
FEDERAL NATIONAL MORTGAGE ASSOCIATION
A special security intended to permit banks and savings and loan associations
to "profitably" reinvest All-Savers deposits in housing will soon be
issued by the Federal National Mortgage Association, according to a 9/14/81
FNMA press release. Under the Tax Incentive Act of 1981, 75% of the funds
or 75% of the net new savings resulting from the certificates must be re
invested in new housing or agricultural loans. Securities issued by
Fannie Mae are cited by the Act as "qualified residential financing." FNMA
Chairman David O. Maxwell said, "Fannie Mae is developing the special secur
ities to provide depository institutions with a simple way to comply with
the letter and spirit of the law, while locking in a favorable positive
spread over the cost of new one-year All-Savers deposits." The tax-exempt
All Savers certificates will become available on 10/1/81 and are expected
to attract upwards of $250 billion in investments. Complete details on
the new FNMA debt instrument will be announced later this month.
FEDERAL RESERVE BOARD
September 16, 1981, was set as the effective date for a Board interpretation
regarding which depositors are eligible to hold NOW accounts at member
banks, according to a recent press release. The effective date of the
interpretation originally set for 9/1/81, was suspended 8/31/81 in view of
litigation concerning now account eligibility, which was resolved in the
Board's favor (see the 9/7/81 Wash. Rpt.). Under the interpretation of
Regulation Q, the following depositors would be eligible to establish NOW
accounts at member banks: all individuals, including businesses operated
as sole proprietorships; non-profit organizations described in specific
sections of the IRC; government units, if the funds are in the name of or
are used for the purposes of schools, colleges, universities, libraries,
hospitals or other medical or educational facilities. In resolving the
litigation, the court struck down the Federal Home Loan Bank Board NOW
account eligibility rules and preserved for banks an almost exclusive
right to hold $18 billion in demand deposits of governmental units. Fed
eral District Court Judge John T. Smith Jr. enjoined the FHLBB from allowing
S&Ls to offer NOW accounts to governmental units or non-profit organizations
unless eligible for such accounts under the Fed's rules. The FHLBB has
suspended its rules on NOW account eligibility and directed S&Ls to follow
the Fed's rules pending a possible appeal of the ruling.
FINANCIAL ACCOUNTING STANDARDS BOARD
Donald J. Kirk, chairman of the Financial Accounting Standards Board, has been
reappointed for an additional five year term, according to Russell E. Palmer,
president of the Financial Accounting Foundation, which is responsible for
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appointing the seven members of the FASB. The standards board sets accounting
standards for the private sector. A member of the FASB since its inception
in 1973, Kirk became chairman at the beginning of 1978. His new term, the
last he is eligible to serve under the foundation’s by-laws, will expire at
the end of 1986. Prior to joining the FASB, Kirk was a partner in the public
accounting firm of Price Waterhouse & Co., which he joined following gradua
tion from Yale University.
GENERAL ACCOUNTING OFFICE
Prompt action to reduce the time for issuing security clearances for Department
of Defense and contractor personnel could save $920 million in fiscal 1982,
according to a recent GAO Report, GGD-81-105. In this report requested by
Rep. Glenn English (D-OK), Chairman, Government Information and Individual
Rights Subcommittee, Committee on Government Operations, the GAO states
that 1982 productivity losses, while awaiting security clearances, could
be reduced by DOD hiring of 570 additional personnel in its Defense Investi
gative Division, increasing personnel in the FBI's Identification Division,
and increased automation of its procedures. In one example, the report
cited a contractor who had 280 employees awaiting clearance in May of this
year. Of this group, more than 40 had been waiting for over a year for
approval to work on a project contracted for by DOD.
SECURITIES AND EXCHANGE COMMISSION
Completion of a release on the interaction of corporations and their share
holders is expected at the fourth meeting of the Commission's Advisory
Committee on Shareholder Communications. The increasing complexity and
inadvertent breakdowns in the communication process between companies and
the owners of their securities have caused the Advisory Committee to develop
a release soliciting comments on certain issues being considered. Specifi
cally, the Committee will consider, among other things, the extent to which
the proposed release should contain questions relating to: 1) a preliminary
proposal that nominees provide issuers with the identities of non-objecting
beneficial owners of nominee-held securities; 2) revision of existing proce
dures for disseminating proxy material to beneficial owners; 3) improvements
in existing procedures relating to distribution on non-proxy corporate com
munication, such as interim reports to shareholders; and, 4) improvements in
existing proxy voting procedures, including a suggestion that nominees vote
uninstructed shares proportionately.
SMALL BUSINESS ADMINISTRATION
The Certified Lenders Program has been doubled to include over 500 banks according
to an announcement by Administrator Michael Cardenas in press release No. 8147. The program began in 1979 on a pilot basis with 29 banks to provide
fast, efficient service to small business people seeking loans from banks
which are then guaranteed by SBA. Under this program, participating banks
are delegated most preliminary loan decisions normally made by SBA.

In

return, the agency premises to give its final loan approval within three
working days. Mr. Cardenas said, "We are pleased with the success of the
program, and we want to increase still further this type of leveraging of
private sector resources, not only in the bank lending areas, but in all
areas of our small business assistance. This type of 'service wholesaling'
will help us reach many more businesses, and on a more effective and effi
cient basis." In addition, Mr. Cardenas indicated that the agency plans to
initiate the Pilot Preferred Lenders Program which was authorized under
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the Small Business Development Act of 1980. The Preferred Lenders Program
would delegate, in most cases, all loan making and servicing decisions on
SBA guaranteed loans to the participating lenders.
TREASURY, DEPARTMENT OF
Meals and lodging furnished to employees by e mployers, but not for the con
venience of the employer, are subject to social security (FICA) and federal
unemployment taxes (FUTA) according to a recent IRS news release, IR-81-104.
The IRS announcement was made in light of the recent U.S. Supreme Court
decision in Rowan Companies, Inc, v. United States which held that the
value of meals and lodging furnished for the convenience of the employer,
under tax code section 119, are not wages for FICA and FUTA purposes. The
Court further held invalid long standing Treasury regulations which exclude
FICA and FUTA taxes from the "convenience of the employer" rule by which
employers escape employment tax liability for employer food and lodging
they finance for their own convenience. In issuing this ruling (Rev. Rul.
81-222), the IRS noted that it did not violate the Congressional directive
that it refrain from issuing rulings on fringe benefits that alter his
torical treatment of fringe benefits through 12/83.
Guidance on participation in tax credit employee stock ownership plans by
subsidiary corporations and the application of changes made in the 1980
Miscellaneous Revenue Act was issued by the IRS on 9/14/81, according to
press release 81-141. The 1980 statute amended Sec. 409A(l) of the Code
to provide special circumstances in which a second-tier subsidiary may
be considered includible in a controlled group of corporations for tax
credit ESOP purposes. The effect of this provision is to permit the
acquisition of the controlling corporation's stock by a tax credit ESOP
maintained by the second-tier subsidiary. While the amendment made by
the 1980 Act is effective with respect to qualified investment for tax
able years beginning after 12/31/78, the amendment was adopted on 12/28/80,
after the last date for funding and filing elections with regard to cer
tain post-1978 qualified investments. An election consistent with the
amendment made by the 1980 Act may be made with respect to qualified invest
ment for any taxable year beginning after 12/31/78, and ending before
1/1/81, on the corporation's income tax return filed on or before the
due date of the return for that taxable year, or, if later, on an amended
return filed on or before 11/30/81.
SPECIAL:

SENATE BANKING REJECTS INCLUSION OF "MATERIALITY" STANDARD IN FCPA

A proposal to add an explicit "materiality" standard to the Foreign Corrupt
Practices Act was rejected by the U.S. Senate Committee on Banking, Housing
and Urban Affairs by an 11-4 vote in a 9/16/81 mark-up session. The
proposal, introduced last March by Senator John Chafee (R-RI) , would have
defined materiality as the standard contained in generally accepted accounting
principles. The Senate panel left unresolved a second Chafee proposal
to subject only "knowing" violations of the FCPA to civil and criminal
penalties. This "scienter" proposal is expected to come up again when the
full Senate votes on FCPA amendments, which, according to Senate sources,
should happen before the end of this year. Both proposals were endorsed
by the AICPA in Senate hearings last June (see the 6/22/81 Wash. Rpt.). The
Senate Banking Committee also voted to give sole enforcement authority over
the FCPA's antibribery provisions to the U.S. Department of Justice, which
currently shares that power with the Securities and Exchange Commission.
The SEC would retain its authority over the law's accounting provisions.
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Action to amend the FCPA is expected to proceed more slowly in the U.S.
House of Representatives, where the Energy and Commerce Subcommittee on
Telecommunications, Consumer Protection and Finance has begun general over
sight hearings focusing on Congress' original intent in enacting the law
and whether enforcement actions have followed that intent.
SPECIAL:

HOUSE AND SENATE MOVE TO RESTRUCTURE FINANCIAL INDUSTRY

Hearings on a "discussion draft" of legislation aimed at restructuring the finan
cial industry will begin in early October, according to House Banking Committee
Chairman Fernand St. Germain (D-RI) . At a meeting of the National Associ
ation of Mutual Savings Banks in Washington, D.C., St. Germain said his
hearings will include discussions of emergency assistance for troubled insti
tutions, interstate branching of financial institutions, usury preemption,
and a re-examination of the Glass-Steagall Act, which separates banking
from the securities industry. Although there is no timetable for the enact
ment of legislation, St. Germain added that he is confident the legislation
will reflect recent changes in the industry. According to Rep. St. Germain,
the legislation will most likely expand the powers of thrifts to allow them
to compete in the marketplace. Additionally, Sen Jake G a m (R-UT) intends
to introduce legislation in the Senate that would take a comprehensive look
at banking issues, as well as provisions for deregulation of the industry.

SPECIAL:

RESTORATION OF PARTIAL EXCLUSION OF INTEREST INCOME INTRODUCED

Legislation which seeks to restore the partial exclusion of interest income from
taxable income has been introduced by Sen. Alfonse D'Amato (R-NY) . Co
sponsored by Sens. John Heinz (R-PA) and David Durenberger (R-MN) , S. 1607
would restore the $200 exclusion on interest income for individuals and
the $400 exclusion for those filing a joint return. The exclusion is
scheduled to end 12/31/81 as part of the Economic Recovery Tax Act of 1981.
A provision making the exclusion permanent was originally included in the
Administration's tax bill, but was dropped in the House. Instead, the
Senate approved the All-Savers plan, allowing $l,000/$2,000 of interest
on one year savings certificates offered by financial institutions to be
excluded from taxable income. Additionally included in the act is a pro
vision providing for 15% net interest exclusion on up to $3,000/$6,000 of
net interest, beginning in 1985. While the tax act also maintains a partial
exclusion for dividend income, it lowers the amount from the $200/$400
exclusion to $100/$200. According to Sen. D'Amato, dropping the partial
exclusion not only will "discourage savings at a time when increased capital
formation is so necessary to America's economic recovery, but it will also
result in a tax increase on every American saver." Sen. D'Amato said
that the $200/$400 partial exclusion would "act as a base amount" when the
net interest exclusion takes effect. Thus, individual taxpayers would be
allowed to exclude 100% of their interest income up to $200, and 15% of any
additional net interest income up to a total exclusion of $450.

For additional information, please contact Jim Kovakas, Gina Rosasco
Nick Nichols or Kathee Baker at 202/872-8190.
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